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SECURITIES AND EXCHANGE COMMISSION

17 CFR Parts 232, 240, and 275

[Release Nos. 34-96930, IA-6239; File No. S7-05-22]

RIN 3235-AN02

Shortening the Securities Transaction Settlement Cycle

AGENCY: Securities and Exchange Commission.

ACTION: Final rule.

SUMMARY: The Securities and Exchange Commission (“Commission”) is adopting rule
amendments to shorten the standard settlement cycle for most broker-dealer transactions from two
business days after the trade date (““T+2”) to one business day after the trade date (“T+1). In
addition, the Commission is adopting new rules related to the processing of institutional trades by
broker-dealers and certain clearing agencies. The Commission is also amending certain
recordkeeping requirements applicable to registered investment advisers.

DATES: Effective date: [INSERT DATE 60 DAYS AFTER PUBLICATION IN THE FEDERAL
REGISTER]

Compliance date: The applicable compliance dates are discussed in Part VII of this release.

FOR FURTHER INFORMATION CONTACT: Matthew Lee, Assistant Director, Susan
Petersen, Special Counsel, Andrew Shanbrom, Special Counsel, Jesse Capelle, Special Counsel,
and Mary Ann Callahan, Senior Policy Advisor, at (202) 551-5710, Office of Clearance and
Settlement, Division of Trading and Markets; Jennifer Porter, Senior Special Counsel, Amy Miller,
Senior Counsel, and Holly H. Miller, Senior Financial Analyst, at (202) 551-6787, Division of
Investment Management; U.S. Securities and Exchange Commission, 100 F Street NE,
Washington, DC 20549-7010.

SUPPLEMENTARY INFORMATION: First, the Commission is amending paragraph (a) of 17

CFR 240.15¢6-1 (“Rule 15¢6-1"") under the Securities Exchange Act of 1934 (“Exchange Act”) to



shorten the standard settlement cycle for most broker-dealer transactions from T+2 to T+1, as
discussed in Part I1.C.1.! The Commission is also amending paragraph (b) of Rule 15¢6-1 to
exclude security-based swaps from the requirements under paragraph (a) of the rule, and amending
paragraph (c) of Rule 15¢6-1 to shorten the standard settlement cycle for firm commitment
offerings priced after 4:30 p.m. Eastern Time (“ET”) from four business days after the trade date
(“T+4”) to T+2, as discussed in Parts II.C.3 and I1.C.4 respectively.

Second, to promote the completion of allocations, confirmations, and affirmations by the
end of trade date for transactions between broker-dealers and their institutional customers, the
Commission is adopting a new rule under the Exchange Act at 17 CFR 240.15¢6-2 (“Rule 15¢6-
2”). Rule 15¢6-2 requires a broker-dealer to either enter into written agreements as specified in the
rule or establish, maintain, and enforce written policies and procedures reasonably designed to
address certain objectives related to completing allocations, confirmations, and affirmations as
soon as technologically practicable and no later than the end of trade date. The specific
requirements of the rule are discussed in Part III1.C.

Third, the Commission is amending 17 CFR 275.204-2 (“Rule 204-2”) under the
Investment Advisers Act of 1940 (“Advisers Act”) to require registered investment advisers to
make and keep records of the allocations, confirmations, and affirmations for securities
transactions subject to the requirements of Rule 15¢6-2(a), as discussed in Part IV.C.

Fourth, the Commission is adopting a new rule under the Exchange Act at 17 CFR
240.17Ad-27 (“Rule 17Ad-27”) to require clearing agencies that provide a central matching
service (“CMSPs”) to establish, implement, maintain, and enforce policies and procedures
reasonably designed to facilitate straight-through processing (“STP”’) and to file an annual report
regarding progress with respect to STP. The specific requirements of the rule are discussed in Part

V.C.

! See Part II.A (discussing the types of securities transactions that are currently covered by
Rule 15¢6-1(a)) and Part I1.C.1 (discussing the types of securities transactions that will be covered
by the rule following the rule changes being adopted in this release).



Fifth, the Commission is amending 17 CFR part 232 (“Regulation S-T”) to require that a
CMSP submit the annual report required by Rule 17Ad-27 using the Commission’s Electronic
Data Gathering, Analysis, and Retrieval system (“EDGAR”) and tag the information in the report
using the structured (i.e., machine-readable) Inline eXtensible Business Reporting Language
(“XBRL”). The Commission discusses this requirement in Part V.C.4.

Finally, the Commission solicited and received comments regarding the effect of
shortening the settlement cycle on other Commission requirements, including 17 CFR 242.200
(“Regulation SHO”), 17 CFR 240.10b-10 (“Rule 10b-10"), the financial responsibility rules
applicable to broker-dealers, requirements related to prospectus delivery and “access versus
delivery,” and the impact on self-regulatory organization (“SRO”) rules and operations. These
comments are discussed in Part VI.
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I. Introduction

Promoting the timely, orderly, and efficient settlement of securities transactions has been a
longstanding Commission objective.”? To advance this objective, the Commission first took steps
in 1993 to establish a standard requiring the settlement of most securities transactions within three

business days of trade date (“T+3”), shortening the prevailing practice at the time of settling

2 See Exchange Act Release No. 94196, Investment Advisers Act Release No. 5957 (Feb. 9,
2022), 87 FR 10436 (Feb. 24, 2022) (“T+1 Proposing Release™).



securities transactions within five business days of trade date (“T+5).3 The Commission has on
multiple occasions discussed how shortening the settlement cycle can protect investors, reduce risk
in the financial system, and increase operational efficiency in the securities market.* In 2017, the
Commission shortened the standard settlement cycle from T+3 to T+2.> Now, in part informed by
episodes in 2020 and 2021 of increased market volatility that highlighted potential vulnerabilities
in the U.S. securities market,® the Commission believes that shortening the settlement cycle from
T+2 to T+1 can promote investor protection, reduce risk, and increase operational and capital
efficiency.’

As discussed in the T+1 Proposing Release,® the Commission believes that substantial
progress has been made toward identifying the technological and operational changes that are
necessary to establish a T+1 settlement cycle, including the industry-level changes that would be
necessary to transition from a T+2 standard to a T+1 standard settlement cycle. The Commission
also discussed how additional regulatory steps were necessary to improve the processing of
institutional transactions, advancing two other longstanding objectives shared by the Commission
and the securities industry: the completion of trade allocations, confirmations, and affirmations on

trade date (an objective often referred to as “same-day affirmation’) and the straight-through

3 See Exchange Act Release No. 33023 (Oct. 6, 1993), 58 FR 52891 (Oct. 13, 1993) (“T+3
Adopting Release™).

4 See, e.g., Exchange Act Release No. 31904 (Feb. 23, 1993) 58 FR 11806 (Mar. 1, 1993)
(“T+3 Proposing Release”); T+3 Adopting Release, supra note 3; Exchange Act Release No.
78962 (Sept. 28, 2016), 81 FR 69240 (Oct. 5, 2016) (“T+2 Proposing Release™); Exchange Act
Release No. 80295 (Mar. 22, 2017), 82 FR 15564, 15601 (Mar. 29, 2017) (“T+2 Adopting
Release™); T+1 Proposing Release, supra note 2.

> See T+2 Adopting Release, supra note 4.

6 See T+1 Proposing Release, supra note 2, at 10444 n.61.

7 As stated in the T+1 Proposing Release, the Investor Advisory Committee recommended in

2015 that the Commission pursue T+1 (rather than T+2), noting that retail investors would
significantly benefit from a T+1 standard settlement cycle. See id. at 10439 & nn.28-29.

8 See id. at 10447.



processing of securities transactions.” Accordingly, the Commission proposed a combination of
rule amendments and new rules to shorten the standard settlement cycle to T+1, establish new
requirements for broker-dealers and investment advisers designed to advance the same-day
affirmation objective, and to establish requirements for CMSPs to promote straight-through
processing.!0

The Commission received many comments in response to the T+1 Proposing Release.!!
Having considered the comments received, the Commission is adopting the proposed new rules
and rule amendments with modifications, as discussed further below. Specifically, in Part II, the
Commission discusses the comments received regarding the proposed amendments to Rule 15¢6-1
under the Exchange Act, and modifications made in response to the comments. In Part III, the
Commission discusses the comments received regarding proposed Rule 15¢6-2 under the
Exchange Act, and modifications made in response to the comments. In Part IV, the Commission
discusses the comments received regarding the proposed amendment to Rule 204-2 under the
Advisers Act, and modifications made in response to the comments. In Part V, the Commission
discusses the comments received regarding proposed Rule 17Ad-27 under the Exchange Act, and
modifications made in response to the comments. In Part VI, the Commission discusses the
comments received regarding the effect of shortening the settlement cycle on other Commission
requirements, including Regulation SHO, Rule 10b-10 under the Exchange Act, the financial
responsibility rules applicable to broker-dealers, requirements related to prospectus delivery and

“access versus delivery,” and the impact on SRO rules and operations.

? As discussed in the T+1 Proposing Release, the Commission uses “straight-through
processing,” or “STP,” to refer generally to processes that allow for the automation of the entire
trade process from trade execution through settlement without manual intervention. See id. at
10458; see also infra note 323 and accompanying text.

10 See T+1 Proposing Release, supra note 2, at 10436.

1 Copies of all comment letters received by the Commission are available at
https://www.sec.gov/comments/s7-05-22/s70522 . htm.



I1. Exchange Act Rule 15¢6-1 — Standard Settlement Cycle

A. Proposed Amendments to Rule 15¢6-1

In the T+1 Proposing Release, the Commission proposed to amend Rule 15¢6-1(a) to
prohibit broker-dealers from effecting or entering into a contract for the purchase or sale of a
security (other than an exempted security, a government security, a municipal security, commercial
paper, bankers’ acceptances, or commercial bills) that provides for payment of funds and delivery
of securities later than the first business day after the date of the contract unless otherwise
expressly agreed to by the parties at the time of the transaction.!?> The proposed amendment to
Rule 15¢6-1(a) would shorten the length of the standard settlement cycle for securities transactions
covered by the existing rule from T+2 to T+1.13

In addition to the proposed amendment to paragraph (a) of Rule 15¢6-1, the Commission
proposed to delete paragraph (¢) of the rule,'* which would, in conjunction with the proposed
amendment to paragraph (a), establish a T+1 standard settlement cycle for firm commitment
offerings priced after 4:30 p.m. ET. However, the so-called “override” provisions in paragraphs
(a) and (d) of Rule 15¢6-1 would continue to allow contracts currently covered by paragraph (c) to
provide for settlement on a timeframe other than T+1 if the parties expressly agree to a different

settlement timeframe at the time of the transaction.

12 See T+1 Proposing Release, supra note 2, at 10447.

13 As explained in the T+1 Proposing Release, existing Rule 15¢6-1(a) covers contracts for
the purchase or sale of all types of securities except for the excluded securities enumerated in
paragraph (a)(1) of the rule. See id. at 10446. The definition of the term “security” in section
3(a)(10) of the Exchange Act covers, among others, equities, corporate bonds, unit investment
trusts (“UITs”), mutual funds, exchange-traded funds (“ETFs”), American depository receipts
(“ADRs”), security-based swaps, and options. See id. at 10446 n.83. Application of Rule 15¢6-
1(a) extends to the purchase and sale of securities issued by investment companies (including
mutual funds), private-label mortgage-backed securities, and limited partnership interests that are
listed on an exchange. See id. at 10446 nn.84-85.

14 See id. at 10448—49.



In addition to proposing to delete paragraph (c) of Rule 15c6-1, the Commission proposed
conforming technical amendments to paragraphs (a), (b), and (d) of the rule. Specifically, the
Commission proposed to delete all references to paragraph (c) of Rule 15¢6-1 that currently appear
in paragraphs (a), (b), and (d) of the rule.!

B. Comments

1. Length of Standard Settlement Cycle and Exchange Act Rule 15¢6-1(a)

In response to the T+1 Proposing Release, the Commission received numerous comment

letters supporting a shorter settlement cycle for securities transactions.'® Many of these comment

15 See id. at 10449.

16 See, e.g., letters from Jaime N. Calaf (Feb. 9, 2022) (“Calaf Letter”); James Kelley (Feb. 9,
2022) (“Kelley Letter”); Kyle (Feb. 9, 2022) (“Kyle 1 Letter); Curtis Robinson (Feb. 9, 2022)
(“Robinson 1 Letter”); Ryan, Business Owner (Feb. 9, 2022) (“Ryan 1 Letter”); L. Martin Stewart
(Feb. 9, 2022) (“Stewart Letter”); Anthony LaBree (Feb. 10, 2022) (“LaBree Letter’); Nicolas
Zach (Feb. 13, 2022) (“Zach Letter”); Richard Stauts (Feb. 14, 2022) (“Stauts Letter”); PressPage
Entertainment Inc. (Feb. 15, 2022) (“PressPage Letter”); Peter Duggan, President, Securities
Transfer Association (Apr. 1, 2022), at 2 (“STA Letter”); Kirsten Wegner, Chief Executive
Officer, Modern Markets Initiative (Apr. 4, 2022), at 1 (“MMI Letter”); Hope Jarkowski, General
Counsel, NYSE Group, Inc. (Apr. 6, 2022), at 1 (“NYSE Letter”); Keith Evans, Executive
Director, Canadian Capital Markets Association (Apr. 9, 2022), at 1 (“CCMA April Letter”);
Steven Wager, Chair, Americas Focus Committee, Association of Global Custodians (Apr. 11,
2022), at 3 (“AGC April Letter”); Stephen Hall, Legal Director and Securities Specialist, and Jason
Grimes, Senior Counsel, Better Markets, Inc. (Apr. 11, 2022), at 1 (“Better Markets Letter”); Paul
Conn, President, Global Capital Markets, and Claire Corney, Senior Managing Director,
Regulatory & Market Initiatives, Global Capital Markets, Computershare Limited (Apr. 11, 2022),
at 1 (“Computershare Letter”); Birgitta Siegel, Esq., Adjunct Professor of Law, Cornell Law
School Securities Law Clinic (Apr. 11, 2022), at 1 (“Cornell Law Letter”); Murray Pozmanter,
Managing Director, Head of Clearing Agency Services & Global Business Operations, The
Depository Trust and Clearing Corporation (Apr. 11, 2022), at 2 (“DTCC Letter”); Joanna Mallers,
Secretary, FIA Principal Traders Group (Apr. 11, 2022), at 1 (“FIA PTG Letter”); Robert Adams,
Chief Operations Officer, National Financial Services LLC (Apr. 11, 2022), at 1 (“Fidelity
Letter”); Gail C. Bernstein, General Counsel, Investment Adviser Association (Apr. 11, 2022), at 1
(“TAA April Letter”); Susan Olson, General Counsel, and Joanne Kane, Chief Industry Operations
Officer, Investment Company Institute (Apr. 11, 2022), at 1 (“ICI Letter”); Jack Rando, Managing
Director, The Investment Industry Association of Canada (Apr. 11, 2022), at 1 (“IIAC Letter”);
Jennifer Han, Executive Vice President, Chief Counsel & Head of Regulatory Affairs, Managed
Funds Association (Apr. 11, 2022), at 1 (“MFA Letter”); Joseph Kamnik, Chief Regulatory
Counsel, The Options Clearing Corporation (Apr. 11, 2022), at 1 (“OCC Letter”); Fran Garritt,
Director, Securities Lending & Market Risk, and Mark Whipple, Chairman, Committee on
Securities Lending, Securities Lending Council of the Risk Management Association (Apr. 11,
2022), at 3 (“RMA Letter”); Joseph Barry, Senior Vice President and Global Head of Regulatory,



letters supported shortening the standard settlement cycle to T+1.!7 Several comment letters that
supported the Commission’s proposal to shorten the settlement cycle to T+1 also supported
shortening the settlement cycle to “T+0” or instantaneous settlement.!® Other comment letters
were silent as to the Commission’s proposal to shorten the settlement cycle to T+1, but expressed
the view that a T+0 settlement cycle should be implemented either immediately or as soon as
possible.!?

Commenters supporting the Commission’s proposal to shorten the standard settlement

cycle to T+1 cited a number of benefits that a T+1 settlement cycle would deliver to market

Industry and Government Affairs, State Street Corporation (Apr. 11, 2022), at 3 (“State Street
Letter”); Robert McBey, Chief Executive Officer, Wilson-Davis & Co., Inc. (Apr. 14, 2022), at 1
(“Wilson-Davis Letter”); Thomas M. Merritt, Deputy General Counsel, Virtu Financial, Inc. (Apr.
11, 2022), at 1 (“Virtu Financial Letter”); Christopher A. Iacovella, Chief Executive Officer,
American Securities Association (Apr. 12, 2022), at 1 (“ASA Letter”); Thomas Price, Managing
Director, and Lindsey Weber Keljo, Head - Asset Management Group, Securities Industry and
Financial Markets Association (Apr. 13, 2022), at 1-2 (“SIFMA April Letter”).

17 See, e.g., AGC April Letter, supra note 16, at 3; ASA Letter, supra note 16, at 1; letter
from Jaiden Baker (Feb. 19, 2022) (“Baker Letter”); Better Markets Letter, supra note 16, at 1;
CCMA April Letter, supra note 16, at 1; Computershare Letter, supra note 16, at 1; Cornell Law
Letter, supra note 16, at 2; DTCC Letter, supra note 16, at 2; FIA PTG Letter, supra note 16, at 1;
Fidelity Letter, supra note 16, at 2; IAA April Letter, supra note 16, at 1; ICI Letter, supra note 16,
at 1; [TAC Letter, supra notel6, at 1; Kyle 1 Letter, supra note 16, at 1; LaBree Letter, supra note
16, at 1; MFA Letter, supra note 16, at 2; MMI Letter, supra note 16, at 1; NYSE Letter, supra
note 16, at 1; OCC Letter, supra note 16, at 2; PressPage Letter, supra note 16, at 1; RMA Letter,
supra note 16, at 3; Robinson 1 Letter, supra note 16, at 1; Ryan 1 Letter, supra note 16, at 1;
SIFMA April Letter, supra note 16, at 3; STA Letter, supra note 16, at 2; State Street Letter, supra
note 16, at 3; Stauts Letter, supra note 16, at 1; Stewart Letter, supra note 16, at 1; Wilson-Davis
Letter, supra note 16, at 1; letter from Rebecca Womack (Feb. 18, 2022) (“Womack Letter”); Virtu
Financial Letter, supra note 16, at 3; Zach Letter, supra note 16, at 1.

18 See, e.g., Calaf Letter, supra note 16; letter from Degen Mahdere (Feb. 17, 2022)
(“Mahdere Letter”); letter from Adam Rathbone (Feb. 17, 2022) (“Rathbone Letter”); letter from
Hunter Gage Seeton (Feb. 18, 2022) (“Seeton Letter”); letter from Sam Oakes (Feb. 19, 2022)
(“Oakes Letter”); letter from Matthew Risse (Feb. 19, 2022) (“Risse Letter”); letter from Ryan
Webster (Oct. 31, 2022) (“Webster Letter”). Several of the comment letters referred to “T+0”
without explaining that term. However, the T+1 Proposing Release defines T+0 as settlement no
later than the end of trade date. See T+1 Proposing Release, supra note 2, at 10436, 10438.

19 See, e.g., letter from Mark C. (Feb. 19, 2022) (“Mark C. Letter”); letter from Saul Nevarez
(Feb. 19, 2022) (“Nevarez Letter”); letter from Clinton Lawler (Feb. 19, 2022) (“Lawler Letter”);
letter from Alex McKay (Feb. 19, 2022) (“McKay Letter”).



participants. For example, comment letters supporting a move to T+1 stated that shortening the
settlement cycle to T+1 would result in reductions to existing levels of risk to central
counterparties (“CCPs”) and market participants (including credit, market and liquidity risk), 2°
lower margin requirements,?! improved capital liquidity,?> improvements to post-trade processing
and operational efficiency,?? increased financial stability,?* and reduced systemic risk in the
financial system.?’

In addition, several comment letters stated that shortening the settlement cycle to T+1
would benefit retail investors.?® For example, one commenter stated that retail investors would
benefit from a move to T+1 through increased certainty, safety, and security in the financial
system; access to the proceeds, or purchases, of their securities transactions a day earlier; and

aligning the settlement cycles for ETF transactions (which now settle on T+2) with the settlement

20 See, e.g., DTCC Letter, supra note 16, at 2-3; Fidelity Letter, supra note 16, at 2; IAA
April Letter, supra note 16, at 1; ICI Letter, supra note 16, at 1, 3; MFA Letter, supra note 16, at
1; OCC Letter, supra note 16, at 2; RMA Letter, supra note 16, at 3; SIFMA April Letter, supra
note 16, at 2; State Street Letter, supra note 16, at 4.

21 See, e.g., Cornell Law Letter, supra note 16, at 3; DTCC Letter, supra note 16, at 2-3;
Fidelity Letter, supra note 16, at 2; MMI Letter, supra note 16, at 2; State Street Letter, supra note
16, at 4.

22 See, e.g., DTCC Letter, supra note 16, at 2-3; MMI Letter, supra note 16, at 2; State Street
Letter, supra note 16, at 4.

23 See, e.g., Cornell Law Letter, supra note 16, at 3; DTCC Letter, supra note 16, at 2-3; IAA
April Letter, supra note 16, at 1; RMA Letter, supra note 16, at 3; State Street Letter, supra note
16, at 4.

2 See, e.g., ICI Letter, supra note 16, at 1; MMI Letter, supra note 16, at 2.

2 See, e.g., Fidelity Letter, supra note 16, at 2; MFA Letter, supra note 16, at 1; MMI Letter,
supra note 16, at 2; RMA Letter, supra note 16, at 3;

26 See, e.g., Better Markets Letter, supra note 16, at 2-3; Fidelity Letter, supra note 16, at 2;
ITAC Letter, supra note 16, at 1; LaBree Letter, supra note 16, at 1; MMI Letter, supra note 16, at
2; Robinson 1 Letter, supra note 16, at 1; Ryan 1 Letter, supra note 16, at 1; Stauts Letter, supra
note 16, at 1; letter from Tate Winter (Feb. 17, 2022) (“Winter Letter”).



cycle for mutual funds (which typically settle on T+1).2” Another commenter similarly stated that
investors would benefit from earlier access to the proceeds of their securities transactions if the
settlement cycle is shortened to T+1.28

The Commission also received comment letters that raised concerns regarding the
Commission’s proposal to shorten the standard settlement cycle to T+1.2° These commenters,
some of which were supportive of shortening the settlement cycle as a general matter, raised
concerns about the prospective impact of mismatched settlement cycles across global markets that
would result if the settlement cycle in the U.S. is shortened to T+1 without global coordination and
harmonization of settlement cycles.’® For example, a comment letter submitted by an industry
association representing the alternative investment industry stated that the T+1 Proposing Release

“raises considerable risks for asset managers with primary or significant exposure to markets that

27 See Fidelity Letter, supra note 16, at 2; see also ICI Letter, supra note 16, at 3 (stating that
a T+1 settlement cycle would enhance funds’ cash and liquidity management; given that fund
shares typically settle on a T+1 basis, a shorter settlement cycle would help align the settlement of
a fund’s portfolio securities and the settlement of its shares).

28 See Cornell Law Letter, supra note 16, at 3 (“If [the Commission’s T+1 proposal] were
adopted, buyers and sellers would have access to their proceeds an entire day earlier relative to the
T+2 settlement cycle. If the public comments submitted to date are any indication, this is of
paramount concern to the lay investor.”).

29 See, e.g., letters from Jifi Krol, Deputy CEO, Global Head of Government Affairs,
Alternative Investment Management Association (Apr. 11, 2022), at 2 (“AIMA Letter”)
(commending the Commission’s intended efforts to reduce risk in the U.S. settlement cycle and
improve efficiency in post-trade processing); Kristin Swenton Hochstein et al., International
Securities Association for Institutional Trade Communication (Apr. 8, 2022), at 2—7 (“ISITC
Letter”) (not advocating for or against shortening the U.S. settlement cycle to T+1, but identifying
certain challenges associated with moving to T+1); Scott Pintoff, General Counsel, MarketAxess
Holdings Inc. (Apr. 11, 2022), at 1 (“MarketAxess Letter”) (generally favoring a shortening of the
standard settlement cycle for most bond transactions from T+2 to T+1); State Street Letter, supra
note 16, at 4; Virtu Financial Letter, supra note 16, at 2—3.

30 Several of the comment letters that raised concerns regarding the Commission’s proposal to

shorten the settlement cycle to T+1 also raised concerns regarding proposed Rule 15¢6-2. Those
comments are discussed separately in Part I11.B below.



will remain at T+2.”3! The comment letter further stated that “[i]n absence of further global
coordination, the resulting market misalignment from the move to T+1 poses a number of harmful
unintended consequences to these asset managers, their counterparties and overall market health
and stability.”3? The commenter’s letter references specifically “misalignment concerns” relating
to FX settlement risk,?’ international banking and coordination issues, and collateral/liquidity
risk.3

With respect to FX settlement risk, the commenter stated that accelerating the U.S.
settlement cycle to T+1 raises the risk that transaction funding dependent on FX “may not occur on
time.”3> The commenter further stated that alternative sources of funding for U.S. trades on T+1
may therefore need to be in place, which may increase costs and create allocation inefficiencies

that may dissuade participation in U.S. markets.3¢

31 AIMA Letter, supra note 29, at 2. The AIMA Letter also cites to a letter AIMA submitted
to Commission staff on October 27, 2021, which further details the concerns raised in the AIMA

Letter. AIMA’s 2021 submission to Commission staff was resubmitted to the Commission as an
Annex to the AIMA Letter.

32 1d.

3 The comment letters that use the term “FX” do not define the term, but “FX” is commonly
used to refer to foreign currency exchange. Market participants often rely on FX trades executed
in the “spot” markets in order to fund securities transactions in the U.S. markets that settle in U.S.
dollars, and the settlement cycle for spot FX transactions is typically T+2. However, spot
transactions in certain FX pairs (e.g., U.S. dollars vs. Canadian dollars) settle on T+1.

34 AIMA Letter, supra note 29, at 5-6. The commenter explained its concerns relating to
international banking and coordination issues by stating that “the rigid deadlines of banking
systems pose a significant risk, as do simple time zone or calendar differences that otherwise can
be accommodated by a T+2 settlement cycle.” Id. at 5. The commenter further stated that foreign
banking deadlines and cutoff times for transaction processing in related markets must be carefully

re-examined to ensure activity can be harmonized in an accelerated U.S. settlement framework.
1d.

3 Id. The commenter further stated that settlement of FX transactions generally occurs on
T+2, “although the period of irrevocability—between the unilateral cancellation deadline for the
sold currency and actual receipt of the bought currency—can extend well beyond T+1.” Id.

36 Id. The commenter further stated that “unilateral cancelation deadlines may need to be
considered” for FX transactions. /d. The length of such deadlines may impact when an FX



With respect to the commenter’s concerns regarding collateral and liquidity risks, the
commenter stated that the above-described FX and coordination issues threaten asset managers’
ability to ensure funding is available in time to settle their U.S. trades on T+1.37 According to the
commenter, uncertainty regarding collateral for settlement may mean that foreign asset managers
would need to redeem money market funds to meet their financing needs, or forego transacting in
U.S. markets in order to comply with the accelerated settlement requirements.?® Ultimately, the
commenter stated, trade financing issues will lead to both significantly lower trading volume and
lower overall liquidity, which pose a very real risk to overall market health and stability .3’

Another commenter was concerned that there may not be sufficient time for investment
advisers to match foreign currency amounts to settle all trades on T+1, citing various factors that
would make it costly and difficult for investment advisers to execute FX after the U.S. market
close.*? This commenter also stated that because FX transactions largely settle on a T+2 basis,

market participants that seek to fund a cross-border securities transaction with the proceeds of an

transaction can be settled, in turn affecting the time it may take to secure funding for a securities
transaction. The T+1 Report also states that such unilateral cancelation deadlines may need to be
considered, and discusses how these deadlines may impact asset managers if the settlement cycle
for securities transactions is shortened to T+1. See T+1 Report, infra note 61, at 17. The term
“unilateral cancelation deadline” generally refers to the point in time after which a bank is no
longer guaranteed that it can recall, rescind or cancel (with certainty) a previously submitted
payment instruction. This deadline varies depending on the currency pair being settled,
correspondent payment system practices, and operational, service and legal arrangements. See
Bank for International Settlements, SUPERVISORY GUIDANCE FOR MANAGING RISKS ASSOCIATED
WITH THE SETTLEMENT OF FOREIGN EXCHANGE TRANSACTIONS (Feb. 2013), available at
https://www.bis.org/publ/bcbs241.pdf. See infra notes 617-619 and accompanying text (further
discussing the anticipated economic effects resulting from mismatched settlement cycles).

37 AIMA Letter, supra note 29, at 5.

38 1d.
39 1d.
40 See IAA October Letter, infra note 222, at 3 (observing that there are circumstances in

which a U.S.-based FX trading desk will switch over to its Asia-based FX trading desk upon the
U.S. market close to provide ongoing liquidity, but not on Friday evenings, and certain asset
owners and managers, including Sovereign Wealth Funds, only trade from their country of
domicile).



FX transaction would be required to settle the securities transaction before the proceeds of the FX
transaction become available and pre-fund these securities transactions, which would potentially
adversely impact client performance and increase operating and settlement risk for advisers. The
commenter said that while both domestic and internationally based investment advisers would be
impacted by these issues, non-U.S.-based investment advisers would face additional expenses
because they would need to set up an FX trading and settlement presence in the U.S., or add staff
abroad to create, execute, and settle FX transactions to meet a T+1 timeline.*!

Another commenter that operates a broker-dealer and an electronic trading platform for
corporate bonds stated that it had “serious reservations regarding the impact the proposed
amendments to Rule 15¢6-1(a) and Rule 15¢6-2 will have on cross border trading unless, and until,
other global financial markets also shorten their settlement cycle.”*? Specifically, the commenter
stated that if the U.S. settlement cycle is shortened to T+1 while other major global financial
centers remain on a T+2 settlement cycle, “there will be increased operational cost and significant
settlement risks associated with multi-leg cross border transactions.”*3

The commenter further stated that it expects mismatched settlement cycles would result in
increased financing costs associated with transactions in which a U.S. market participant is selling
to a cross-border participant because “we will be forced to receive (and pay for) a securities

position on T+1 for the U.S. leg, but generally be unable to onward deliver the position on the

4l Id. at 4 (suggesting certain actions the Commission could take to reduce disruption in FX
markets, such as by (i) working with other regulators and market participants to support the move
to T+1 by, among other things, modifying the FX and equity trading day(s) in the U.S., and (ii)
“allow[ing] for a mismatch of FX settlement dates as a valid reason for T+2 settlement
arrangements without it breaching an investment adviser’s best execution obligation”).

42 MarketAxess Letter, supra note 29, at 1.

43 Id. at 2.



foreign leg until T+2.”* 1In this scenario, the commenter stated that it would need to fund the
position until the next settlement cycle.*’

Additionally, the commenter stated its expectation that there will be a significant number of
settlement fails when the U.S. participant is buying bonds and the cross-border participant is
unable to deliver the bonds until T+2.46 The commenter further argued that if the Commission’s
T+1 proposal is adopted and other financial markets do not move in lock-step, the increase in
financing costs and settlement fails in connection with cross-border transactions may force broker-
dealers to decrease or cease offering cross-border services to their clients.*” Lastly, the commenter
argued that any decrease or cessation of cross-border trading ultimately will reduce liquidity for
U.S. investors.*® For these reasons, the commenter encouraged the Commission to work with
international regulators to coordinate a move to T+1 settlement on a global basis if possible.

Another commenter stated that there may not be sufficient time for investment advisers to
match foreign currency amounts to settle all trades on T+1.°° In particular the comment
highlighted the lack of time between the closure of the equity markets (at 4:00 p.m. ET in the U.S.)
and the time when U.S.-based FX trading desks close for the evening (usually an hour or so

later).’! The commenter also discussed the reasons it believed that “Far East” trading desks may

44 1d.
4 1d.
46 1d.
47 1d.
48 1d.
49 1d.
30 Letter from Suzanne Quinn, Head of North America Compliance, Ballie Gifford Overseas

Limited (Nov. 17, 2022), at 1 (“Ballie Gifford Letter”).

> 1d.



not seamlessly take over after the close of U.S.-based FX trading desks.3? According to the
commenter, these issues may impact both domestic and internationally based investment
advisers.”* However, in the commenter’s view, non-U.S. based investment advisers will face
additional expenses, as they will either be forced to set up an FX trading and settlement presence
in North America (or Asia) or add staff abroad to create, execute, and settle FX transactions to
meet a T+1 timeline.>*

Finally, the commenter suggested certain “options” for actions that could be taken to
reduce disruption in the FX markets. While recognizing that some of these options would be
“troublesome to implement,” the commenter stated that two would be the most effective in
alleviating the commenter’s concerns.> First, the commenter suggested that appropriate market
authorities mandate a change in “the official equity trading day” for U.S. markets to close one hour
earlier, at 3:00 p.m. rather than 4:00 p.m. ET, which would provide firms more time to match
trades and ensure the settlement FX is in place for the following day, without negatively impacting
liquidity and trading volume.’® Second, the commenter stated that the Commission could allow for
a mismatch of FX settlement dates as a valid reason for T+2 settlement arrangements “without
[such arrangements] breaching an investment adviser’s best execution obligation.”>’

In the proposing release, the Commission asked commenters whether efforts to shorten the
standard settlement cycle to T+1 is a logical step on the path to T+0 settlement, or would moving

to a T+1 standard settlement cycle require investments or processes that would be outdated or

2 Id. at 1-2.
>3 Id. at2.

>4 1d.

33 Id.

36 1d.

37 1d.; see also supra note 41 and accompanying text (discussing the same, including other

related recommendations from the IAA).



unnecessary in a T+0 environment.>® Although no commenters discussed whether moving to a
T+1 standard settlement cycle would require investments or processes that would be outdated or
unnecessary in a T+0 environment, as discussed below, the Commission received numerous
comments relating to T+0 settlement.

Several of the commenters that supported moving to a T+1 settlement cycle also stated that
moving to a T+0 settlement cycle, or instantaneous settlement, is either not achievable or not
practical in the near term.>® These commenters cited several challenges associated with a
prospective move to a T+0 settlement cycle, ° including in the case of several comment letters,
many of the same challenges that were cited in the “T+1 Report,” which the Commission

discussed in the T+1 Proposing Release.®! For example, one commenter stated that moving to T+0

8 See T+1 Proposing Release, supra note 2, at 10450.

9 See, e.g., DTCC Letter, supra note 16, at 6 (“[ W]e do not believe the industry is currently
ready to move to a T+0 standard settlement cycle . . .”); FIA PTG Letter, supra note 16, at 1-2;
MMI Letter, supra note 16, at 3 (expressing commenter’s concern that a move to T+0 would be
potentiall